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DOMESTIC NONFINANCTIAL, DEVELOPMENTS

Interpretation of the incoming economic data has been
complicated by the severe winter weather and the redesign of the
monthly household labor market survey. Nonetheless, the economy
seems to have retained appreciable forward mcmentum. The faster
pace of economic activity since last summer has put upward pressure
on prices of some industrial materials; however, productivity growth
has kept unit labor costs subdued. and consumer price inflation has
remained in check.

Labor Markexr Develgpments

Degpite the negative effects of the severe weather, labor
demand appears to have grown moderately further in early 1994.
Afrer posting sizable gains at the end of 1993, nonfarm payrolls
leveled off in January., with only part of the pause clearly
attributable to severe weather. But payrolls rebounded 217,000 in
February, and employment in the household survey alsoc increased.
The unemployment rate fell 0.2 percentage point to 6.5 percent.

Employment in the private service-producing sector, which
flattened out in January. increased 220.000 in February. Hiring in
retail trade rebounded, despite another noticeable drop in jobs at
eating and drinking places. Services employment was up smartly, led
by continued gains in the health industry and an increase in
business services. The transportation, wholesale trade, finance.
and insurance industries also posted sizable job gains.

Manufacturing payrolls increased 12,000 in February, bringing
the total gain since September to about 80,000. Much of the
increase over thig five-month periocd has been in automobile- and
construction-related industries; machinery producers have also been

adding workers. In contrast, construction payrolls. which are
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CHANGES IN EMPLOYMENT!
(Thousands of employees; based on seasonally adjusted data)

1993 1983 1334
1992 1993 Q2 Q3 Q4 Pec. Jan. Fab.
------------ Average monthly changes----«----
Nonfarm payroll amployment? 80 169 179 134 203 230 -2 217
Frivate 59 154 167 1901 192 180 15 210
Mamifacturing -26 -15 -55 -24 13 3 30 12
Durabls -22 -9 -44 -12 18 18 31 &
Nondurable -5 -6 -10 -12 -5 -12 -1 6
Construction -5 17 31 6 24 1 -20 -22
Trade 20 47 81 31 43 100 15 72
Finance, insurance, real estate -2 7 s 9 15 9 s 18
Services 78 99 140 86 92 60 -21 121
Health services 29 25 26 24 21 12 23 21
Business services 31 39 41 31 54 31 -11 §2
Total government 22 16 12 33 i1 50 -17 7
Private nonfarm production workers 74 142 156 9¢ 167 123 -14 214
Manufacturing production workers -13 -4 -39 -14 22 12 37 13
Total smployunent?3 127 209 208 127 364 329 1310 287
Nonagricultural 120 219 231 1496 363 347 1074 228
Memo:
Aggregate hours of private production
workers {(percent change) .1 .3 .4 .0 .5 .2 .7 =1.3
Average workweek (hours) 34.4 34.5 34.5 34.5 34.5 34.5 34.8 34.3
Manufacturing (hours) 41.1 41.5 4d41.4 41.4 41.7 41.7 41.8 41.1
1. Average change from final month ¢of preceding period to final month of
pericd indicatedq.
2. Survey of establishments.
3. Survey of households.
SELECTED UNEMPLOYMENT AND LABOR FORCE PARTICIPATION RATERS?
{(Percent; based on seasonally adjusted data)
1993 1993 1994
1992 1883 Q2 Q3 Qé Dec. Jan. PFeb.
Civilian upemployment rate
(16 years and older) 7.4 6.8 7.0 6.7 §.5 5.4 6.7 6.5
Tesnagers 20.0 19.0 1%.8 18.2 18.3 17.8 18.4 17.9
20-24 years old 11.3 10.5 10.7 10.4 3.7 9.5 11.0 10.0
Men, 25 years and older 6.4 £.8 5.8 5.8 5.5 5.4 5.4 5.4
Wemen, 25 years and clder 5.7 5.4 5.4 5.3 5.3 5.2 5.4 5.1
Fulltime workers 7.4 6.8 6.6 6.5 6.2 6.4 6.8 6.6
Labor force participation rate 66.3 66.2 66.2 66.1 66.2 66.3 66.7 66.7
Tesnagers 51.3 51.% S51.9 51.5 51.1 50.9 53.3 52.4
20~-24 years old 77.1 77.1 77.3 77.0 76.7 176.7 76.2 77.5
Men, 25 years and older 76.6 76.2 76.2 768.2 76.2 76.2 76.5 76.2
Women, 25 years and older 57.0 S57.1 56.9 57.1 57.5 57.6 58.0 58.2

1. Data for 1994 are not directly comparable with esarlier values dus to e
redesign of the CP8 in January 199%4.
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especially vulnerable to weather disruptions, have fallen 40,000

since December.

Average weekly hours of production or nonsupervisory workers
have been volatile this year: After jumping 0.3 hour in January,
they plummeted 0.5 hour to 34.3 hours in February. Some decrease in
the workweek last month was to be expected. given its
extraordinarily high level in January, but the drop clearly was
accentuated by the weather.l Notably, the household survey
indicated a huge rise in the number of full-time workers who
reported part-time hours in February due to bad weather. As a

result of the drop in the workweek, aggregate hours of private

production workers fell 1-1/4 percent.2

After an unexpectedly low reading in January. the unemployment
rate fell 0.2 percentage point in February to 6.5 percent.3
However, the Commissioner of the BLS has stated that the official
figures may be exaggerating the decline in joblessness in early
1994. One reason is that the BLS is using seasonal factors based on
the old series to adjust the current unemployment rates; results

from last year's parallel survey suggest that seasonal movements in

1. The manufacturing workweek also plunged in February after
three months of readings that were among the highest of the post
World War II period. In this case, the drop appears to have been
entirely weather-induced. Indeed, the BLS reported that a number of
factories were forced to shut down temporarily during the survey
waek.

2. It is important to note that weather disruptions were more
severe during the February reference week than during the January
reference week. However, looking at the months as a whole (the
observation period for the industrial production data), the
disruptions were more Severe 1n January.

3. An important question is how to evaluate the January and
February readings on unemployment relative to the levels that were
reported late last year using the old CPS. With the introduction of
the new CPS, our working assumption was that the switch to the new
format would add 1/2 percentage point, the average difference in
1993 between the official data and the results of the parallel
survey, to the reported data. However, the 1/2 percentage point
adjustment reflects an average for the year as a whole, which
abstracts from seasonal adjustment difficulties and other factors
associated with the transition to the new survey format.



II-4

LABOR MARKET INDICATORS
Help Wanted Index {Seasonally adjusted) o 19670100
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the old and new unemployment rate series may differ. Our rough
calculations indicate that the unemployment rate may have been
understated 0.1 percentage point in January and. perhaps. 0.2
percentage point in February; this difference will be reversed next
summer when the data for most months will be biased upward.

Other technical factors also may have held down the reported
unemployment rates for early 1994. Notably. most of the individuals
in the January and February samples had experience with the old CPS
format. which may have influenced their responses: A person who had
described herself as "out of the labor force" in the old survey
might still have a tendency to continue to answer the same way--
ignoring any changes in definiticn in the new survey. In addition,
the percentage of interviews conducted from centralized computer-
assisted telephone facilities so far has been smaller than BLS is
planning for the longer run; in last year’s parallel survey.
respondents interviewed by phone from the centralized facilities
appeared to have higher unemployment rates than those interviewed in
the field--either by phone or in person. These factors all are
difficult to quantify. but they suggest that the current
unemployment rate may overstate the degree of labor market
tightness.4

Alternative indicators of labor market conditions are
consistent with a moderate increase in employment. Although the
Conference Board’s help-wanted index fell back a bit in January, the
reading, which followed a period of steady improvement, may have
been affected by the bad weather. As measured by the Manpower
Index, hiring plans for the second quarter strengthened. bringing
" 4. One factor that could be working to raise the unemployment
rate slightly in the near term is that BLS cannot immediately apply
composite estimation to the new survey data. This procedure, which
was used with the old CPS. tends to reduce the variance in the

monthly changes in unemployment and to control for rotation group
bias.
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AVERAGE HOURLY EARNINGS
(Pexcentage change; based on seasonally adjusted data)l

1983 1593 1934

1992 1993 Q2 Q3 Q4 Dec. Jan. Paeb.

-Annual rate- -Monthly rate-
Total privata nonfarm 2.2 2.5 1.1 1.9 3.4 .3 .5 .2
Manufacturing 2.3 3.2 2.1 4.2 3.8 .6 .1 .8
Durablae 2.3 3.4 1.3 4.0 5.3 .7 .0 7
Nondurable 2.5 2.6 2.6 5.2 .4 .3 .4 .6
Contract construction 1.1 1.2 1.1 2.0 ~.3 -.4 .0 1.1
Transportation and
public utilities 1.7 1.3 .3 -.6 2.7 .3 .4 -.1
Pinance, insurance
and real estate 3.5 §.2 5.5 4.3 6.1 .3 1.4 -.6
Total tradae 2.1 2.4 .5 .9 3.3 .3 .8 .0
Services 2.6 2.3 .7 2.2 2.6 .0 .8 -.2

1. Annual changes are measured from final gquarter of preceding year
to final quarter of year indicated.

AVERAGE HOURLY EARNINGS OF PRODUCTION OR NONSUPERVISORY WORKERS

{Tweive—month percaent change)

12-month parcent change

S— -_— 12
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the index back up to its year-earlier level. Initial claims for
unemployment insurance, after turning up in January and most of
February., moved back down in recent weeks to levels comparable to
those of last October and early November. During the week ended
March 5, initial claims totaled 352.000.

Average hourly earnings of production or nonsupervisory workers
rose 0.2 percent in February after surging 0.5 percent in January.
Over the past twelve months. hourly earnings have risen 2.6 percent,
about the same as the increase over the previcus twelve-month
pericd, but in the upper part of the range since mid-1992.
Productivity in the nonfarm business sector was revised upward to
show a gain of 6 percent at an annual rate in the fourth quarter,
bringing the increase over the fcur quarters of 1993 to nearly 2
percent.

Indugtrial Producticon

The index of industrial production rose 1/2 percent per month
in January and February:; the index in February stood nearly
2 percent (not at an annual rate) above its fourth-quarter
average.5 Qutput of utilities surged in January as cold
temperatures put upward pressure on heating demand, but the less
severe conditions in February contributed to a retracing of about
one-third of the gain. By contrast. manufacturing output picked up
in February as the restraining effects of the bad weather
diminished.

Manufacturing output increased 0.6 percent in February. after a
rise of just 0.2 percent in January. The available evidence

suggests that adverse weather may have lowered the level of factory

5. In creating our estimate of industrial production for
February, we discounted heavily the 1-1/2 percent drop in producticn
work hours from the BLS payroll survey. mainly because the weather
during the reference week was significantly worse than during the
rest of the month.
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GROWTH IN SELECTED COMPONENTS OF INDUSTRIAL PRODUCTION
(Percent change from preceding comparable pariod)

Propg:tion 1993 1983 1594
total
IP
1993:04 19931 Q3 od Nov. Dac. Jan. Faeb.
--Annual rate-- -----Montily rate---~=---
Total index 160.0 4.3 2.8 6.7 .8 1.0 .5 4
Previous 4.2 2.8 6.5 .8 .9 .5
Manufacturing 85.2 5.0 2.4 8.3 1.0 1.2 .2 .6
Motor vehicles and parts 5.6 16.6 -1%.1 91.4 6.7 4.6 2.0 5.4
Mining 6.9 -7 -2.9 2.5 -1.1 .3 .9 .8
Utilities 7.9 1.1 13.6 -5.8 1.0 .3 3.8 -1.3
Manufacturing
excl. motor vehicles and parts 79.6 4.2 .9 4.4 .8 .8 .1 .2
Consumar goods 21.4 .5 2.3 «1.3 -.2 .0 -.3 .0
Durables 3.7 5.7 $.0 4.1 .3 -1 .0 ~.9
Nondurables 17.7 -.5 1.0 -2.4 -.4 -.1 -.4 .1
Buszsiness squipman 14.9 9.1 8.7 7.8 .9 1.5 .7 b
office and camputinq 4.2 33.9 1.4 a5.§ .8 3.0 2.9 2.7
Industrial 3.9 4.3 4.4 .2 .4 1.6 -.5 4
Cther 6.8 .4 .1 -1.9 .0 N .0 -1.1
Dafanse and spacs squipment 2.8 -9.4 -8.9 -9.3 -.3 -1.0 ~1.4 -.7
Congtructiocn supplies £.2 5.9 8.0 11.1 .9 1.8 -.3 -.8
Matarials 48.5 6.2 4.1 7.8 1.1 1.4 .1 .6
Lurables 19.3 7.5 6.7 8.4 1.1 1.5 .7 .7
Hondurablas 9.0 3.9 R 4.9 .8 1.4 -1.1 .5
1. From the final gquarter of the pravious period to the final quarter of the period
indicarved.
CAPACITY UTILIZATION
{Percent of capacity; seasonally adjustad)
1988-89 1967-952 19393 1893 1983 1994
High Avg. Avyg. Q3 Qb Fovw. Dac. Jan. Feb.
Total industry 84.8 81.9 1.5 8l.4 82.3 3.0 83.0 83.3 83.4
Manufacturing 85.1 81.2 80.6 §0.3 81.35 82.3 82.3 82.3 82.6
Primary processing 89.1 832.2 84.0 83.9 85.5 86.4 86.4 86.0 86.1

Advanced processing 83.3 90.7 79.1 78.8 79.9 80.5 80.5 80.7 81.1
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output about 1/2 percentage point in January, but significantly less
in February. In particular, output of motor vehicles and steel,
which were clearly restrained by weather in January. increased
notably in February. Other industries, including furniture, stone,
clay., and glass. and apparel, apparently sustained ocutput losses in
both months.

Assemblies of motor vehicles rose to a 13.9 million unit annual
rate in February--the highest level since the late 1970s: the
increase in the output of motor vehicles and parts accounted for
about two-thirds of the increase in total manufacturing outpurt.
Leecking ahead. manufacturers’ schedules call for sizable reductions
in assemblies of both autos and trucks on a geasonally adjusted
basis in the seceond quarter. Auto producers raised output in the
first quarter partly to fill orders from rental car companies that
were deferred in the second half of last year and to replenish
dealer stocks: sales to rental fleets are expected to return to more
normal levels in the second quarter. In the case of trucks. the
anticipated reduction in assemblies is entirely a product of the
seasonal adjustment process:; manufacturers currently are producing
near capacity and will continue te do so through the spring.

PRODUCTION OF DOMESTIC AUTOS AND TRUCKS ;
(Millions of units at an annual rate; FRB seasonal basis)

1993 1994
Nov, Dec., Jan, ¥Feb.  Mar, Q2
---scheduled---
U.S. production 12.0 12.5 12.8 13.9 13.2 11.8
Autos 6.6 6.8 7.0 7.6 7.5 6.5
Trucks 5.4 5.7 5.9 6.3 5.8 3.3
Days® supply
Autos 57.53 59.8 61.2 60.2
Light trucks 58.2 57.4 55.1 55.7

1. Components may not add to totals due to rounding.
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MANUFACTURING SECTOR
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Excluding motor vehicles. manufacturing output has continued to
advance in recent months, but the gains have been smaller than those
of late 1993--even making allowance for the weather disruptions.
Output of nonauto consumer durable geods, which had risen markedly
in the fourth quarter, has softened considerably., while production
of consumer nondurables, including clothing and other staples. has
been essentially flat for several months. In the area of business
equipment. output of office and computing equipment has remained
very robust. but production of industrial equipment has slackened.
Output of defense and space equipment and of commercial aircraft
fell further in the first two months of 19%4. Production of
construction suppiies also turned down. likely because of the
weather-induced curtailments in construction. and output of durable
materials siowed after last year’s burst.

Factory operating rates have risen to relatively high levels by
historical norms, especially for primary processing industries,
where utilization was at 86 percent in February,. about &4 percentage
points above the average level during the previous twenty-five
years. Typically., when operating rates in primary processing
industries become high, priceg for intermediate materials firm; in
addition, materials processors may ration deliveriesg through
nonprice means. So far, inflation in materials has not picked up as
much as the historical relationships would suggest. possibly
reflecting intense domestic and foreign competition, and there are
few reports of suppliers putting custamers on allocation. Moreover,
although purchasing managers’ reports for January and February
indicated a sharp deterioration in vendor performance. survey

respondents attributed it, in large part, to the severe weather.
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Personal Incom n ngum

Consumer spending hit a lull in early 1994. This flattening
was attributable at least in part to the bad weather. but may also
reflect a tendency of spending to return to trend after a period of
exceptional increases. Nonethaless, with real disposable personal
income having posted solid gains since the middle of last year and
consumer sentiment holding at a relatively high level, the
underpinnings for consumption growth remain firm.

Retail sales are now estimated to have declined 1-1/2 percent
in nominal terms in January and to have only reversed that drop in
February. Spending at the retail control group. which excludes
sales at automotive dealers and building material and supply stores.
showed a similar pattern:; It rose 1.2 percent in February, after
dropping 1.4 percent in the preceding month.6 Within this group.

sales at all types of stores increased in February.

RETAIL SALES
(Psrcent change from preceding period, seasonally adjusted)
1993 1993 1994

Q3 Q4 Dec. Jan.  Feb.
Total sales 1.6 3.3 1.1 -1.6 1.5

(Previous) 33 1.2 -5
Retail controt * 1.0 1.5 8 -14 1.2

(Previous) 1.6 .7 -1
GAF 24 21 2 -1.2 1.6
General merchandise 28 1.0 5 1.2 1.4
Apparel 8 1.3 -1.4 -3.4 3.0
Fumniture and appliances 36 52 1.1 —44 9
Other 4 1.3 8 -15 1.0

1. Total exciuding automotive dealers and building material and supply stores.

6. The revised data for January are much weaker than the
estimates released last month. The advance estimates had shown a
decrease in total retail sales of only 0.5 percent and a decrease of
only 0.1 percent for the control. Although outlays at general
merchandise stores and auto dealers were revised up., spending at
most other types of stores i1s now estimated to have been
substantially lower.
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By contrast, sales of new light vehicles have been
exceptionally brisk so far this year--averaging 15.4 million units
at an annual rate in January and February. As noted earlier, part
of the uptick in sales represented a surge in fleet purchases by
businesses, which had been restricted by supply difficulties during
"the second half of last year (chart).7 But, underlying the high
pace of sales as well are continuing replacement demand by
households and positive car-buying attitudes. as measured by the
Michigan survey. Sales to retail customers, which reportedly were
depressed in January by the California earthquake and severe
weather, increased noticeably in February. bringing the average pace
of such sales for the two months to about the levels geen. on
balance, during the second half of last year.

Purchases of light trucks. which strengthened notably in the
fourth quarter., increased further in January and remained at that
high level in February. Sales of large pickups by the Big Three
domestic producers have been especially vigorous. In addition,
sales of Chrysler minivans. which are being heavily promoted in
anticipation of the introduction of Ford's new minivan. rose sharply
in February. The recent strength in sales has left days’™ supply of
light trucks at a low level, and although an increase of about
200,000 light trucks (annual rate) from a retooled Canadian plant
should help to ease pressures on supply. stocks almost certainly
will remain tight.

Consumer spending on services grew rapidly in January. Outlays
for energy socared, reflecting the unusually cold temperatures in
many parts of the country; the continuation of colder-than-average
temperatures in February suggests that spending for heating likely
remained high last month. Outlays for personal business services

7. Data on fleet and retail purchases are only received from GM
and Ford and are confidential.
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SALES OF AUTOMORILES AND LIGHT ’I‘RUCKSl
{(Millions of units at an annual rate: BEA seasonals)

1993 1993 1994

1392 1993 Q2 Q3 Q4 Dec. Jan. Feb.

Total 12.8 13.9 14.1 13.6 14.5 14.5 15.3 15.5

Autos 2.4 8.7 9.0 8.6 8.9 8.8 9.2 9.4

Light trucks 4.4 5.2 5.2 5.0 5.6 5.7 6.1 6.1

North American’ 10.5 11.7 11.9 1l.4 12,5 12.5 13.2  13.3

Autos 6.3 6.7 6.9 6.6 7.1 7.0 7.3 7.4

Big Three 5.1 3.5 5.7 3.1 5.7 5.6 6.0 6.0

Transplants 1.2 1.3 1.2 1.5 1.4 1.4 1.3 1.4

Light trucks 4.2 5.0 5.0 4.8 5.5 5.5 5.9 5.9

Foreign produced 2.3 2.2 2.2 2.2 2.0 2.0 2.0 2.2

Autos 2.1 2.0 2.1 2. L.9 1.8 1.9 2.0

Light trucks 2 .2 L2 .2 .1 .1 .2 .1

Memo :

Domestic nameplata

Market share. total .72 .74 .75 .71 .75 .75 .75 .74

Autes .63 .65 .66 .62 .65 .64 .66 .65

Note: ©Data on sales of trucks and imported autes for the current month are
preliminary and subject to revision.

1. Components may not add to totals because of rounding.

2. Excludes some vehicles produced in Canada that are classified as imports
by the industry: prior to January 1994, some vehicles produced in Mexico were
also excluded.

GM AND FORD DOMESTIC AUTQ SALES
(Seasonally adjusted annual rate; FRB seasonalis)

Millions of Units
| Feb. .
Retail

S -T 3

. Fleet -2
—— /-‘\""' —

. o ~
| l r )
1991 1992 1993 1994

Note: Data are confidential. Retail includes consumer leasing.
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PCE SERVICES
{Percent change from preceding period, seasonally adjusted)
Share of 1993 1993 1994
Total Servicaes '
1993 1992! 1993} Q3 Q4 Dec. Jan.
- ~Annual rate~ - - —Monthly rate— —
Total Services 1.00 2.8 2.9 39 2.4 A R
Energy .05 43 2.0 19.7 -3 4.6 6.8
Nonenergy 95 2.7 2.9 KR | 2.6 3 5
Housing 26 1.3 1.7 2.1 1.6 2 A
Nonenergy Household 06 46 20 2.7 1.6 2 2
Operation
Transportation 07 2.9 3.2 1.2 3.8 -3 |
Medical 25 2.2 3.6 35 3.7 .2 8
Personal Business 5 2.6 5.1 1.3 4.7 1.2 1.8
Other 16 52 2.1 6.8 6 3 3

1 Changes are from fourth quarter of preceding year to fourth quarter of year indicated.
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CONSUMER SENTIMENT
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PERSONAL INCOME
(Average monthly change at an annual rate; billions

1993

of dollars)

1993 1993 1994
1893 Q2 Q3 Q4 Dec. Jan.
Total perscnal income 3.8 28.1 22.3 36.5 is.s -15.3
Wages and salaries -8.58 36.7 11.5 13.8 14.6 32.6
Private ~10.3 38.0 3.0 13.3 12.8 28.3
Other labor income 1.7 2.7 2.7 2.8 2.9 1.0
Precprietors’ incoms 1.9 -13.1 .8 15.7 2.9 -13.3
Farm 1.6 -15.3 -1.1 10.9 5.2 -13.6
Rent 1.5 1.3 2.0 -.2 .0 -39.8
Dividend +3 .3 -4 .1 .1 .2
Interaest .3 -1.1 1.5 .7 .8 1.0
Transfer payments 4.6 4.0 3.9 4.6 8.8 9.4
Le®s: Personal contributions
for social insurance 1.2 2.7 .7 1.0 1.0 8.4
Leass: Personal tax and nontax
payments -.1 7.7 3.0 4.3 5.0 8.8
Equals: Disposable paersonal income 3.7 20.5 19.4 12.2 30.7 -324.0
Memo: Real disposable income ~-3.9 10.3 11.7 18.7 22.9 -17.0
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also were very strong in January, in part because high trading
volumes in the stock and bond markets pushed up outlays for
brokerage and investment counseling services.

Total nominal personal income fell 0.3 percent in January.
However, substantial earthquake-related reductions in rental and
nonfarm proprietors’ income and a decline in subsidy payments to
farmers more than accounted for the drop.8 Nominal wages and
salaries jumped 1.0 percent in January. after rising an average of
0.4 percent per month during the second half of 1993. The
implications of the February laboer market data for personal income
are uncertain because BEA typically makes some allcwance for
unusually severe weather during the reference week when it
translates the data on hours into wages and salaries.

Houging Markets

Most of the key indicators of housing market activity were down
in January from cyclical highs reached at the end of 1993, and
starts remained at a relatively low level in February. Housing
activity clearly was depressed by weather conditions in the early
months of 1994, but some retreat from the extracrdinary levels of
late 1993 was likely in any event.9

Housing starts averaged 1.29 milliion units at an annual rate in
January and February, compared with a fourth-quarter level of
1.48 million units. The largest declinesg in January were in the
Northeast and Midwest--the two regions where the weather was most
abnormal. But the weather explanation is only partial: Starts

8. Uninsured losses to residential and business property from
the Northridge earthquake reduced rental income and nonfarm
proprietors’ income by $40 billion and $2-1/2 billion, respectively.

9. The Los Angeles earthquake has probably had no significant
effect on housing activity thus far. In 1993, the LA/Long Beach
metropolitan area accounted for less than 1 percent of U.S. housing
starts. Industry sources in Southern California estimate that no

more than a few hundred of the closings scheduled for existing homes
in January were postponed or cancelled because of the earthquake.



II-18

PRIVATE HOUSING ACTIVITY
(Millions of units: seasonally adjusted annual rates)

1993 1993 1993 1994
Annual Q2 Q3 Q4 Dec, Jan., Feb.P
All units
Starts 1.29 1.24 1.31 1.48 1.61 1.26 1.31
FPermits 1.21 1.11 1.23 1.39 1.48 1.36 1.25
Single-family units
Starts 1.13 1.08 1.14 1.29 1.38 1.11 1.13
Permits 1.00 .92 1.01 1.15 1.20 1.12 1.06
Sales
New homes .67 .65 .68 .79 .87 .70 n.a
Existing homes 3.80 3.59 3.90 4.17 4.35 4.22 n.a
Multifamily units
Starts .16 .15 .17 .19 23 .15 .18
Permits .21 .19 .21 .24 28 .24 .19
p--preliminary
PRIVATE HOUSING STARTS

(Seasonally adjusted annual rate)

Miilions of units

24

1.6

1.2

08

04
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rebounded in the Northeast in February despite continuing bad
weather. and permit issuance for the nation as a whole--which
typically is less sensitive than starts to the weather--fell

8 percent in February, after a similar drop in January. Sales of
new homes also plunged in January, while sales of existing homes
were only slightly below the high December level (chart, top panel).

First indications of housing activity in March come from
industry surveys of builders and lenders. Homebuilders® ratings of
current sales edged down for the fourth consecutive month, although
assessments remained nearly as positive as at their peaks in the
mid-1980s. Applications for home purchase lcans at mortgage bankers
moved up a bit beginning in late February. but remain below the
volumes seen late last year. Mortgage interest rates have increased
about 50 basis points since mid-February and likely will have some
effect on activity this month.

Overall, house prices have been rising moderately. Constant-
quality price indexes for new and existing homes in the fourth
quarter indicate annual inflation rates in the range of 2 to
4 percent. Transactions prices of new and existing homes sold in
January posted somewhat larger increases, but these monthly measures
are sensitive to changes in the mix of homes sold.

Lumber costs continue to put upward pressure on house prices.
Costs of other materials, including plywood and gypsum products.
have also risen, but by less. Labor supply for construction remains
ample in all but a few booming markets:; neither the unemployment
rate for these workers nor wages yet show significant tightening for
the nation overall.

Consumer attitudes toward homebuying. as measured by the
Michigan survey. remain very favorable. Affordability is the

driving force: Three-fourths of respondents cite low interest rates



3/15/94

II-20
NEW AND EXISTING HOME SALES
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SELECTED CONSTRUCTION COSTS
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CONSUMER HOMEBUYING ATTITUDES”
Milfions of units (Seasonally adjusted)
18 {annual rate) Diffusion index
Feb,
15 b Consumer homebuying attitudes (right scale) < 80
J Feb.
12 V60
05 - Single—farmily starts {left scale) 4 20
03 I 1 I 1 : ] 1 1 1 0
1987 1988 1889 1930 1991 1992 1993 1994
* The homebuying antudes index is calcuiated by the Survey Research Center (University of Michigan) as the proportion of respondants
rating current conditions as good minus the proportion rating such conditions as bad.
Millicns of units BUILDERS' RATING OF NEW HOME SALES* Diftusion index
X iffusion inde
1 g lannual rate) (Seasonally adjusted) — 80
-1 60
15 |- Builders' rating of new home saies (right scale) Mar.
12
08 |-
06 Single—tamily starts (left scaie} - 40
- 60
03 ] | 1 L i L 1 1 80
1987 1588 1989 1990 1991 1992 1993 1954
* The index is calculated from National Association of Homebuiiders data as the proportion of respondents rating current sales as good
to exceilent minus the proportion rating tham as poor.
Milli f units
(annual rate) MBA INDEX OF MORTGAGE LOAN APPLICATIONS  March 16, 1980 = 100
18 — (Seasonally adjusted) — 210
16 Purchasa indax (right scals)
°r - 180
Mar, 4
14
-1 150
Fab.
12 = N I~ \’ i
—-— —— J
\ A WPl
1 \ - \\r/ \
=1 90
08 - Single—family starts (left scale)
06 |- v 4 60
0.4 i L § | i 30

1590 1991 1982 1993 1984



I1-23

as the reason that "now is a good time to buy,” and "low prices"--
though noted less often than they were a year ago--are the second
mest frequent response. In contrast, the investment motive tc buy
homes apparently remains very weak.

Busi i I m

Real business fixed investment rose 22 percent at an annual
rate in the fourth quarter of 19%3. the largest quarterly increase
in ten years. The very limited information available for the
current guarter points to a still healthy but noticeably smaller
gain.

On the equipment side, orders and shipments of nondefense
capital goods excluding aircraft retreated in January, after having
moved up sharply late last year. Orders dropped 7 percent, partly
reflecting the retracing of a spike in bookings for railroad
equipment. while shipments dropped 3 percent. Even so, these
declines reversed only part of the runup over the preceding two
months.

Business purchases of motor vehicles remained on a solid
uptrend in early 1994. As mentioned earlier. fleet sales of autos
surged in January and remained at a high level in February. Sales
of heavy trucks were also strong in January and the large backlog of
orders suggests that they will remain so for some time.

In contrast, the news in the aircraft sector is still downbeat.
Domestic outlays for aircraft declined nearly 40 percent in real
terms over the four quarters of 1993 and will likely remain very
weak in 1994. Not only has Boeing cut production substantially, but
a large share of the planes scheduled for completion this year are
slated for foreign deliveries.

On the whole, however, the fundamental determinants of outlays

for equipment other than aircraft are very favorable. Capacity
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BUSINESS CAPITAL SPENDING INDICATORS
(Percent change from preceding comparable period;
based on seasonally adjusted data, im current dollars)

1953 1993 1994
Q2 Q3 Q4 Nov. Dec. Jan.
arg’ [

Shipments of nondefense capital goodas 1.0 .6 7.1 4.8 4.6 -4.7
Excluding aircraft and parts .8 3.4 8.0 6.6 2.3 -5.0
Office and computing -2.2 9.4 5.2 3.4 2.5 -4.1
All other categories 1.7 1.7 8.8 7.8 2.3 -5.2
Shipments of complete ailrcrartl -7.4 -39.58 34.1 -7.0 68.6 -212.9
Sales of heavy welght trucks 11.2 -1.1 8.5 26.8 -3232.5 9.8
orders of nondefense capital goods 4.1 -1.2 10.4 6.3 .5 5.5
Excluding ailrcraft and parts 1.3 3.6 10.9 3.7 5.7 -7.1
Office and computing -.7 4.9 13.9 12.2 -8.1 -1.7
All other categories 1.9 3.2 10.4 1.2 10.1 -8.6

e ant structure
Construction put-in-place 2.7 1.2 4.7 2.1 .5 -2.9
Office -.3 -1.8 3.6 7.4 6.9 -1it.0
Other commercial 3.4 -.8 13.5 1.7 3.5 ~-.5
Instituticnal 6.4 2.9 -1.9 -3.8 2.2 -3.3
Industrial -5.4 4.1 6.9 4.2 «3.1 .9
Public utilities 2.4 1.6 3.0 3.5 ~-1.8 -6.0
Lodging and mige. 22.5 6.7 -.6 -3.7 -10.2 9.6
Rotary drilling rigs in use -3.5 14.2 -3.7 -4.1 -.9 .3
Pootage drilled? -3.9 7.2 -14.8 -7.7 -7.8  g.a.

Memo :

Business fixed investment3 16.6 7.4 22.1 n.a. n.a. n.a.
Producers’ durable equipment3 19.8 10.0 24.9 n.a, n.a. n.a.
Nonresidential structures3 8.1 -3 14.2 n.a. n.a. a.a.

1. From the Current Industrial Report "Civil Aircraft and Aircraft Engines.”
Monthly data are seasonally adjusted using PRB geasonal factors constrained to
BEA guarterly seascnal factors. Quarterly data are seascnally adjusted using
BEA seasonal factors.

2. From Departmant of Enexrgy.

3. Based on constant-dollar data; percent change, annual rate.

n.a. Not availabla.
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utilization rates have increased, cash flow remains high. and the
cost of capital continues to decline because of the falling relative
price of capital goods, particularly computers. Sales expectations,
which were likely boosted by the solid growth of business output at
the end of 1993, should centinue to buoy equipment spending.

Turning to nonresidential investment, construction put-in-
place, which trended up for most of 1993. fell about 3 percent in
January. Declines were sharpest for office buildings. which had
pested big increases in the preceding two months, and public
utilities. where weather conditions appeared to be a factor. In
addition, permits for private nonresidential buildings fell
15 percent, with sizable decreases registered in all categories
except instituticnal buildings. Finally. rotary drilling rigs in
ugse remained roughly at their December level in January.

The news from several recent reports concerning real estate
markets is mixed. According to the Russell-NCREIF index, the
neminal appraised value of income-producing properties in the United
States fell 2.4 percent in the fourth quarter of 1993, bringing the
decline over the four quarters of 1993 to 7.4 percent.lo This
reduction, though sizable, actually is considerably smaller than
those reported in 1991 and 1992. As in previous years, office
propertieg suffered the largest declines in appraised values.
However, the FDIC's latest Survey of Real Estate trends, which
records the assessments of senior examiners and asset managers at
federal banking agencies, was far more positive than the Russell-
NCREIF index: in January, 40 percent of the respondents
characterized the market for commercial real estate as having

improved since last QOctober. Finally, Coldwell Banker reported that

10. The properties covered by this index include apartment
buildings, retail stores. warehouses, office buildings. and mixed-
use buildings that combine office and R&D activities.
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PRODUCERS’ DURABLE EQUIPMENT
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the national office vacancy rate was 17.0 percent in the fourth
quarter, down from 18.7 percent at the end of 1992.
i : . i Trade I .

Business inventories fell a little, on balance, at the
beginning of 1994, and stocks generally were lean, especially at
manufacturing firms. Excluding auto dealers, manufacturing and
trade stocks declined at nearly a $6 billion annual rate in current-
cost terms in January, after rising less than $10 billion at an
annual rate in the fourth quarter.

Manufacturers® inventories rose at an annual rate of $§15.5
billion in January after posting a net decline in the fourth
quarter. Much of the January increase was at producers of
machinery. whose shipments plunged--perhaps in part because of
weather disruptions. Demand for machinery had been very strong in
late 1993, especially for computers and cffice equipment and
machinery for the service industry, and inventory-shipments ratics
had fallen to extraordinarily low levels. Thus, even with an uptick
in January, the inventory-shipments ratios for these industries
remained low by historical norms.

In the trade sector, inventories posted sizable declines in
current-cost terms at both the wholesale and retail levels. The
dezline in retail stocks was a bit surprising in light of the
weakness in sales in January. Stocks at general merchandisers,
which had been on the high side last autumn. dropped sharply between
November and January, and the inventory-sales ratio for these stores
fell to a very low level on a historical basis.

Federal JSector

The unified federal budget deficit for the first four months of

fiscal year 1994 was $76 billion, 16 percent less than for the same

period in fiscal 1993. The improvement was attributable to
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CHANGES IN MANUFACTURING AND TRADE INVENTORIES
(Billions of dollars at annual rates;
based on seascnally adjusted data)

1993 1953 1994
Q2 Q3 Q4 Nov. Dec. Jan.
Current-cost basis
Total 20.5 12.7 22.7 58.1 -17.% -2.0
Excluding auto dealers 20.9 2.3 7.7 36.6 -29.8 -5.8
Manufacturing 7.1 -2.5 -13.1 -1.4 -33.1 15.5
Dafense aircraft -.2 -.8 -4.7 4.3 -10.5 -1.2
Nondefense aircraft -3.1 -3.3 -4.5 -1.4 -9.2 3.2
Excluding aircratt 10.5 1.5 -3.9 -4.3 -13.3 13.4
Whelesale 6.2 12.2 5.6 13.4 4.8 -11.0
Retalil 7.1 3.0 30.1 46.1 10.4 -6.4
Autamotive -.3 -9.6 14.3 21.6 12.0 3.9
Excluding auto dealers 7.5 12.7 15.2 24.6 -1.5 -10.3
Conastant-dollar basis
Total 14.0 16.4 11.0 32.3 -2.2 n.a.
Excluding auto dealers 14.4 23.5 10.0 30.8 -13.3 n.a.
Manufacturing 5.0 3.1 -3.5 5.1 -16.5 n.a.
Wholesales 5.9 8.5 1.4 6.2 3.4 n.a.
Ratail 3.0 4.8 13.2 1.0 10.9 n.a.
Autcmotive ~-.5 -7.1 1.0 1.7 11.1 n.a.
Excluding auto dealers 3.5 11.8 12.1 19.3 -.2 n.a.

INVENTORIES RELATIVE TO SALES!
(Months supply; based on seasocnally adjusted data)

1993 1993 1994
Q2 Q3 Q4 Neov. Dac. Jan.
Current-cost basis
Total 1.47 1.47 1.44 1.44 1.42 1.43
BExcluding auto dealers 1.44 1.45 1.42 1.42 1.40 1.41
Manufacturing 1.4% 1.48 1.42 1.43 1.40 1.41
Dafanse aircraft 5.25 5.22 5.24 5.63 5.85 4.90
Nondefense aircraft 4.87 5.3% 5.05 5.61 4.60 4.81
Excluding aircraft 1.35 1.35 1.29 1.29 1.27 1.28
Wholesala 1.32 1.34 1.34 1.33 1.34 1.33
Retail 1.58 1.56 1.55 1.55 1.54 1.56
Automotive 1.50 1.78 1.74 1.72 1.1 1.73
Excluding auto dealers 1.49 1.50 1.49 1.50 1.49 1.51
Constant-dcllar basis
Total 1.56 1.55 1.52 1.52 1.50 n.a.
Excluding auto dealers 1.54 1.54 1.51 1.51 1.49 n.a.
Manufacturing 1.60 1.60 1.54 1.54 1.51 n.a.
Wholesale 1.42 1.42 1.43 1.42 1.43 n.a.
Retail 1.62 1.60 1.57 1.57 1.55 n.a.
Autcmotive 1.85 1.76 1.65 1.63 1.62 n.a.
Excluding auto dealera 1.55 1.55 1.55 1.55 1.53 n.a.

1. Ratio of and of pariod inventories to average monthly sales for the pericd.
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RATIO OF INVENTORIES TO SALES
(Current-cost data)
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FEDERAL GOVERNMENT OUTLAYS AND RECEIPTS
{(Unified basis, billions of dollars, except where otherwise ncted}

Fiscal year to date {(January)

Dollar FPercent
FY1993 FY1594 change change

Cutlays 468.5 486.6 i8.1 3.
Deposit insurance {(DI) -3.0 -.9 8.1 -89.9
Cutlays excluding DI 477.5 487.5 10.0 2.1
Naticnal defanse 97.7 92.9 -4.7 -4.8
Net interest 87.0 67.0 .0 .0
Hedicare and health 72.2 80.4 8.3 11.4
Social security 98,2 103.2 5.0 5.1
Income security §7.0 70.1 3.1 4.6
Other 75.6 73.9 -1.7 -2.2
Receipts 377.8 410.2 32.4 8.6
Personal income and social
insurance taxes
Withheld 278.9% 298.2 19.3 6.9
Nonwithheld 44.4 45.7 1.3 2.9
Refunds (-} 4.3 3.8 -.5 ~-11.7
Corporate income taxes 29.7 36.5 6.8 22.8
Excise 15.1 17.1 2.0 13.5
Other 14.0 16.4 2.5 17.6
Deficit(+) 90.6 716.4 -14.2 -15.7
Excluding DI $9.7 77.4 -22.3 -22.4

Details may not add to totals because of rounding.
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developments in both receipts and outlays: Tax receipts outpaced
nominal GDP growth while the rise in outlays was more restrained.

Relatively strong growth was evident across all major sources
of taxes. For the fiscal year to date, corporate income taxes
increased 23 percent over the comparable 1993 period. reflecting
both sizable gains in corporate profits and the speed-up of
corporate tax payments